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| NDEPENDENT AUDI TOR' S REPORT
Board of Trustees

Kentucky Retirenent Systens

Frankfort, Kentucky

We have audited the acconpan |n? general purpose statenments of plan net assets
of the Kentucky Retirenent %Ns efrs, a conponent unit of the nmonweal t h of
Kentucky, as of" and for the years ended June 30, 2002 and 2001 and the rel ated
statements of changes in plan. net assets for the years then ended. These
con?onent unit general -purpose financial statements aré the responsibility of the
Kentucky Retirement Systeml s managenent. Qur responsibilify is to express an
opi nion”on these general -purpose financial statenents based ‘on our audits.

We conducted our audits in accordance with auditing standards generally acce
inthe United States of America and Governnment Auditing Standards, issued by
Conptroller General of the United States. Those standards require that we'p
and performthe audits to obtain reasonabl e assurance about whet her the gener
purpose financial statements are free of naterial msstatenent. An audit
includes examning, on a test basis, evidence supporting the anmounts and
di sclosures in the general -purpose financial statements, An audit also includes
assessing the accounting principles used and significant estimtes made
managenent, as well as evaluating the overall general-purpose financial statemnmen
presentation. W believe that "our audits provide a reasonable basis for our
opi ni on.

ted
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In our ogpinion, the general purpose financial statements referred to above
Eéesent fairly, in all” material respects, the plan net assets of the Kentucky

tirement Systens, a conponent unit of the Commonweal th of Kentucky, at June 30;
2002 and 2001 and the changes in its plan net assets for the years then ended,
IP %Pnforn1ty with accounting principles generally accepted inthe United States
o neri ca.

In accordance with Governnent Auditing Standards, we have al so i ssued our report

dat ed Cctober 31, 2002 on our consideration of the Kentucky Retirenment Systems
internal control over financial reporting and our tests of its conplianCe with
certain provisions of |aws, regulations, contracts and grants. That report is
an integral part of an audlt,perforned in accordance with Governnment Auditing
St andar ds _and shoul d be read in conjunction with this report  In considering the
results of our audit.

The financial section supporting schedules listed in the table of contents are
Presented for the purpose of additional analysis and are not a required part of

he basic financial statenments. These schedules are the respon5|b|l|t§ of the
System s managenent. Such schedul es as of and for the year ended June 30, 2002
have been subjected to the auditing procedures applied i'n our audit of the basic
financial statenents and, in our opinion, are fairly stated in all materia
res e?ts when considered In relation to the basic financial statenents taken as
a ol e.

Lt 7 Fhetcbeld 5.

Cct ober 31, 2002



MANAGEMENT’S DISCUSSION AND ANALYSIS

This discussion and analysis of Kentucky Retirement System’s financial performance provides

an

overview of the pension fund’s and insurance fund’s financial activities for the fiscal year

ended June 30, 2002. Please read it in conjunction with the Pension Fund’s financial statements
and Insurance Fund’s financial statements, which begin on page 18.

FINANCIAL HIGHLIGHTS—PENSION FUND

The following highlights are explained in more detail later in this discussion.

The combined plan net assets of all pension funds administered by Kentucky Retirement
Systems decreased by $856.4 million during the 2001-2002 fiscal year.

Salaries totaling $3.8 billion requiring both employee and employer pension contributions
were reported during the year. The covered payroll increased $238 million over the prior
reporting period. The corresponding employer contributions increased by $5.5 million for
a total employer contribution amount of $293.6 million. Of the total employer contribution
amount, $26.3 million was posted to the pension fund while $267.3 million was posted to
the insurance fund. Contributions paid by employees were $286.8 and $250.2 million
respectively for the years ended June 30, 2002 and June 30, 2001. This increase in
employee contributions is a reflection of the increase in covered payroll.

The fair value of investments depreciated by $872.6 million for the year ended June 30,
2002 compared to net depreciation of $1.1 billion for the prior fiscal year. Included in this
net depreciation were realized losses on sales of investments of $664.3 million. In
comparison, the pension funds realized gains of $992.7 million for the year ended June
30, 2001. The net realized loss experienced by the pension funds is due to less favorable
market conditions.

Investment income net of investment expense from all sources including securities lending
was $374.5 million representing a decline in investment income of approximately $34
million compared to last fiscal year. This decline is due to less favorable market
conditions.

Pension benefits paid to retirees and beneficiaries increased $91.7 million bringing total
benefit payments to $640.9 million. Refund of contributions paid to former members upon
termination of employment decreased from $18.6 million to $17.9 million.

Administrative expense and other deductions totaling $12.6 million increased $2.4 million.



FINANCIAL HIGHLIGHTS—INSURANCE FUND

The following highlights are explained in more detail later in this discussion.

= The combined plan net assets of the insurance fund administered by Kentucky Retirement
Systems increased by $117.9 million during the 2001-2002 fiscal year.

=  Employer contributions of $267.3 were received. This is an increase of $84.6 million over the
prior fiscal year. This increase is due to the increase in covered payroll reported and also an
increase in the insurance transfer rate.

= After applying a $61 million Anthem demutualization (See Note K to the Financial
Statements), the fair value of investments depreciated $73 million compared to net
depreciation of $72 million for the prior fiscal year. After netting the $61 million Anthem
demutualization (See Note K to the Financial Statements) against current year losses, the
insurance fund realized net gains on sales of investments of $12 million compared to $42.7
million realized gains in the prior fiscal year. This decline in net appreciation and decline in
realized gains is due to less favorable market conditions.

= |nvestment income net of investment expense from all sources including securities lending
was $20.6 million representing a decrease of approximately $10.5 million compared to last
fiscal year.

=  Premiums paid by the fund for hospital and medical insurance coverage increased $14.2
million to total $96.1 million for the year.

= Administrative fees paid to the State Personnel Cabinet for administration of the insurance
program for retirees not eligible for Medicare totaled $778 thousand compared to $714
thousand for the prior year. This increase is due to an increase in retirees.

USING THIS FINANCIAL REPORT

Because of the long-term nature of a defined benefit pension plan and post-employment
healthcare benefit plan, financial statements alone cannot provide sufficient information to
properly reflect the plan’s ongoing plan perspective. This financial report consists of two financial
statements and two required schedules of historical trend information. The Combined Statement
of Plan Net Assets and Combined Statements of Changes in Plan Net Assets (on pages 18-21)
provide information about the activities of the pension funds and insurance fund as a whole.

Kentucky Retirement Systems is the fiduciary of funds held in trust for five distinct groups of
members. The Combining Statements of Plan Net Assets and Combining Statements of
Changes in Plan Net Assets (on pages 22-29) provide more detailed information about each plan
assets, liabilities, plan net assets, and changes in plan net assets.

The Schedule of Funding Progress (on pages 46-56) includes historical trend information about
the actuarially funded status of each plan from a long-term, ongoing plan perspective and the
progress made in accumulating sufficient assets to pay benefits and insurance premiums when
due. The Schedule of Employer Contributions (on pages 57-62) presents historical trend
information about the annual required contributions of employers and the contributions made by
employers in relation to the requirement. These schedules provide information that contributes
to understanding the changes over time in the funded status of the plans.



KENTUCKY RETIREMENT SYSTEMS AS A WHOLE

Kentucky Retirement Systems’ combined plan net assets decreased during the year ended June
30, 2002 by $738.5 million from $12,841.7 million to $12,103.2 million. Plan net assets for the
prior fiscal year decreased by $861.5 million. The decrease for the plan year ended June 30,
2002 is attributable to unfavorable market conditions. The analysis below focuses on plan net
assets (Table 1) and changes in plan net assets (Table 2) of Kentucky Retirement Systems’
pension funds and insurance fund.

Table 1
Plan Net Assets
(In Millions)

Pension Funds Insurance Fund Total

2002 2001 2002 2001 2002 2001
Cash & Investments $13,492.8 $13,420.1 $1,372.5  $1,156.7 $14,865.3 $14,576.8
Receivables $132.0 $125.0 $29.6 $21.2 $161.6 $146.2

Total Assets $13,624.8 $13,545.1 $1,402.1 $1,177.9 $15,026.9 $14,723.0
Total Liabilities (2,718.0) (1,781.9) (205.7) (99.4) (2,923.7) (1,881.3)
Plan Net Assets $10,906.8 $11,763.2  $1,196.4  $1,078.5 $12,103.2 $12,841.7
Table 2
Changesin Plan Net Assets
(In Millions)

Pension Funds Insurance Fund Total

2002 2001 2002 2001 2002 2001
Additions:
Members' Contributions $286.8 $250.2 $0.0 $0.0 $286.8 $250.2
Employer Contributions 26.3 105.5 267.3 182.6 293.6 288.1
Investment Income(net) (498.0) (698.5) (52.5) (40.7) (550.5) (739.2)
Total additions (184.9) (342.8) 214.8 141.9 29.9 (200.9)
Program deductions
Benefit payments 640.9 549.1 0.0 0.0 640.9 549.1
Refunds 17.9 18.6 0.0 0.0 17.9 18.6
Administrative Expense 12.6 10.9 0.8 0.7 13.4 11.6
Healthcare premiums 0.0 0.0 96.1 81.9 96.1 81.9
Tot. program deductions 671.4 578.6 96.9 82.6 768.3 661.2
Other deductions(net) (0.0) (0.6) 0.0 0.0 (0.0) (0.6)
Total deductions 671.4 578.0 96.9 82.6 768.3 660.6
Increase (decrease) in
plan net assets ($856.3) ($920.8) $117.9 $59.3 ($738.4) ($861.5)



Plan net assets of the pension funds decreased by 7.3% ($10,906.8 million compared to
$11,763.2 million). All of these assets are restricted in use to provide monthly retirement
allowances to members who contributed to the pension funds as employees and their
beneficiaries. This plan net asset decrease is attributable primarily to the decline in the net
appreciation in the fair value of investments due to less favorable market conditions in general.

Plan net assets of the insurance fund increased by 10.9% ($1,196.4 million compared to
$1,078.5 million). All of these assets are restricted in use to provide hospital and medical
insurance benefits to members of the pension funds who receive a monthly retirement allowance.
This increase in net plan assets is primarily attributable to the increase in the amount of employer
contributions transferred into the insurance fund due to the increase in the actuarial set insurance
transfer rate.

PENSION FUND ACTIVITIES

Member contributions increased ($36.6 million). Retirement contributions are calculated by
applying a percentage factor to salary and are paid in monthly by each member. Members may
also pay contributions to repurchase previously refunded service credit or to purchase various
types of elective service credit. During the year there was an increase in monthly contributions
over the previous year due to the increase in salaries reported to Kentucky Retirement Systems.
The amount of elective service purchases also increased this fiscal year.

Employer contributions decreased ($79.2 million). Even though salaries reported to Kentucky
Retirement Systems increased ($238 million), because the amount of employer contributions that
were transferred to the insurance fund increased, employer contributions transferred to the
pension funds decreased.

Net investment income increased by 28.7% (loss of $498.0 million compared to loss of $698.5
million). The pension funds continued to experience a net loss in income; however, the decline
in net appreciation of fair value of investments was not as great as in the prior fiscal year. This
can be illustrated as follows:

Appreciation in fair value of investments-June 30, 2002 212.5
Appreciation in fair value of investments-June 30, 2001 420.7
Net appreciation in fair value of investments (208.2)
Investment income (net of investment expense) 374.5
Net loss on sale of investment (664.3)

Investment income (net)-June 30, 2002 (498.0)



Program deductions increased by $93.4 million caused principally by an increase of $91.8 million
in benefit payments. Retirees received an increase of 3.4% in benefits as of July 1, 2001. Also
there was an increase of approximately 3400 members and beneficiaries on the retired payroll
as of June 30, 2002. Refunds decreased by $.7 million.

INSURANCE FUND ACTIVITIES

Employer contributions paid into the insurance fund increased by $84.7 million over the prior
year. An increase in the amount of covered payroll ($238 million) reported to Kentucky
Retirement Systems as well as the increase in the insurance transfer rate are responsible for the
increased employer contributions paid into the insurance fund.

Net investment income decreased by 28.7 % (loss of $52.4 million compared to loss of $40.7
million). This decline in net investment income is attributable to the continuing decline in the fair
value of investments and the decline in investment income. This can be illustrated as follows:

In Millions
Appreciation in fair value of investments-June 30, 2002 (19.8)
Appreciation in fair value of investments-June 30, 2001 65.1
Net appreciation in fair value of investments (84.9)
Investment income (net of investment expense) 20.5
Net gain on sale of investments
(net of Anthem demutualization 12.0
Investment Income (net)-June 30, 2002 (52.4)

Program deductions increased by $14.3 million explained almost totally by an increase in
payment of healthcare premiums of $14.2 million.

HISTORICAL TRENDS

Accounting standards require that the statement of plan net assets state asset value at fair value
and include only benefits and refund due plan members and beneficiaries and accrued
investment and administrative expense as of the reporting date. Information regarding the
actuarial funding status of the pension funds and insurance fund is provided in the Schedule of
Funding Progress (on pages 46-56). The asset value stated in the Schedule of Funding
Progress is the actuarial value of assets determined by calculating the difference between the
expected valuation assets and the actual market value of assets adjusted for any unrecognized
gains or losses and amortized over a five year period. The actuarial accrued liability is calculated
using the entry age normal fund method.

The funding position of the pension funds continues to provide more than adequate assets to
meet pension obligations. The insurance fund continues to have a large unfunded liability of all
participating employees groups.



Annual required contributions of the employers and contributions made by the employers in
relation to the required contributions are provided in the Schedule of Employer Contributions (on

pages 57-62). This schedule indicates that employers are generally meeting their responsibilities
to provide resources to the plans.



ASSETS
Cash and Short Term | nvestnents
Cash
Short Term | nvest ments

Total Cash and Short Term | nvestnents

Recei vabl es
| nvest nents - accounts receivable
Interest receivable - year end
Accounts receivable - year end
Accounts receivable - alternate plan
AR - alternate plan - year end

Total receivables
I nvestments at fair val ue
Cor porat e and governnent bonds
Cor por at e st ocks
Mor t gages
Real estate
Total investnments at fair val ue
Securities lending collateral invested
Total assets
LI ABI LI TI ES
I nvestments - accounts payabl e
Account s payabl e
Securities lending collatera

Total Liabilities

Pl an net assets held in trust for pension

Benefits

2002

Post - Enpl oynent

Pensi ons Heal t hcare Tot al
28, 494 $ 24,939 $ 53, 433
548, 058 142, 008 690, 066
576, 552 166, 948 743, 500
720 70 790
70, 486 3,027 73,513
57, 008 26, 494 83, 502
3,551 3,551
244 244
132, 009 29, 591 161, 600
3, 680, 675 119, 766 3, 800, 442
5, 861, 831 881, 263 6, 743, 094
642, 520 642, 520
21,699 21,699
10, 206, 725 1, 001, 029 11, 207, 754
2,709, 530 204, 493 2,914,023
13, 624, 816 1, 402, 061 15, 026, 877
1,193 1,193
8, 445 8, 445
2,709,530 204, 493 2,914,023
2,717,976 205, 686 2,923,662
$10, 906, 841 $ 1,196,375 $12,103, 215

(A schedul e of funding progress for each plan is presented on pages 34 through 43.)

The acconpanying notes are an integral part of these financial statenents.



2001

Post - Enpl oynent

Pensi ons Heal t hcar e Tot al
$ 33, 263 $ 19, 154 $ 52,417
1, 833, 669 188, 046 2,021,715
1, 866, 932 207, 200 2,074, 133
820 82 902
58, 287 2,658 60, 945
61, 414 18, 431 79, 845
4,162 4,162
304 304
124, 988 21,171 146, 159
2,939, 846 104, 512 3, 044, 358
5,742,621 739, 105 6, 481, 726
525, 665 6, 595 532, 260
577, 315 577,315
9, 785, 447 850, 212 10, 635, 659
1,767,731 99, 339 1,867, 070
13, 545, 098 1,177,922 14, 723, 020
108 108
14, 166 14, 166
1,767,731 99, 339 1,867, 070
1,781, 897 99, 447 1,881, 345
$11, 763, 200 $ 1,078, 475 $12, 841, 676

KENTUCKY RETI REMENT SYSTEMS
COVBlI NED STATEMENTS OF PLAN NET ASSETS
As of June 30, 2002 and 2001

Expressed I n Thousands



2002

Post - Enpl oynent

Pensi ons Heal t hcare Tota
ADDI Tl ONS
Menbers’ contributions $ 286,822 % $ 286, 822
Enpl oyers’ contri butions 26, 260 267, 260 293, 520
Total contributions 313, 082 267, 260 580, 342
I nvest ment | ncone:
Frominvesting activities
Net depreciation in fair val ue of
i nvestments (872, 569) (134, 657) (1, 007, 226)
Denut ual i zati on Proceeds (Not eK) 61, 603 61, 603
I nt er est 240, 540 13, 147 253, 687
Di vi dends 130, 801 7,149 137, 950
Real estate operating incone (Net)
Total investing activities incone (501, 228) (52, 758) (553, 986)
I nvest nent expense 7,275 451 7,726
Net incone frominvesting activities (508, 503) (53, 209) (561, 712)
From securities lending activities
Securities |lending i ncone 60, 496 4,242 64, 737
Securities |ending expense:
Cust odi al Fee 20 20
Security borrower rebate 47,021 3,325 50, 346
Security |l ending agent fee 2,964 186 3,150
Net incone from
securities lending activities 10,491 731 11, 222
Total net investment incone (498, 012) (52,479) (550, 490)
TOTAL ADDI Tl ONS (184,931) 214,782 29, 851
DEDUCTI ONS
Benefit payments 640, 860 640, 860
Ref unds 17,918 17,918
Admi ni strative expenses 12, 651 778 13, 430
Heal t hcare preniunms paid 96, 104 96, 104
O her deductions (Net) (1) (1)
TOTAL DEDUCTI ONS 671,428 96, 882 768,311
Net increase (856, 360) 117, 900 (738, 460)
Pl an net assets held in trust for pension
benefits and post-enpl oynent benefits
Begi nni ng of year 11, 763, 200 1,078,475 12,841,676
End of year $10, 906,840 $ 1,196, 375 $12, 103, 216

of these financial statenents.

10

The acconpanying notes are an integral part



2001

KENTUCKY RETI REMENT SYSTEMS

COMVBI NED STATEMENTS OF CHANGES | N PLAN NET ASSETS

Post - Enpl oynent

Pensi ons Heal t hcar e Tot a
$ 250, 239 $ $ 250, 239
105, 522 182, 656 288,178
355, 761 182, 656 538, 417
(1,107, 218) (71, 873) (1,179, 090)
291, 982 23,701 315, 683
109, 057 6, 548 115, 605
3,964 3,964
(702, 214) (41, 624) (743, 838)
4,508 95 4,603
(706, 723) (41, 719) (748, 441)
106, 484 11, 095 117,578
19 19
96, 171 9,892 106, 063
2,520 240 2,760
7,774 962 8,754
(698, 949) (40, 757) 739, 687
(342, 796) 141, 899 (201, 269)
549, 120 549, 120
18, 614 18, 614
10, 879 714 11, 593
81, 901 81, 901
(612) (612)
578, 001 82, 615 660, 616
(920, 797) 59, 284 (861, 885)
12, 683,998 1,019,191 13,703,189
$11, 763, 201 $ 1,078, 475 $12, 841, 676

11

For The Years Ended June 30, 2002 and 2001

Expressed I n Thousands



ASSETS

Cash and short-terminvestnents
Cash
Short-terminvest ments

Total cash and short-terminvestnents

Recei vabl es
I nvestnents - accounts receivabl e
Interest receivable - year end
Accounts receivable - year end
Accounts receivable - alternate plan
AR - alternate plan - year end

Tot al receivabl es

| nvestnents at fair val ue
Cor por at e and gover nnent
Cor por at e st ocks
Mor t gages
Real estate

bonds

Total investnents at fair val ue

Securities lending collateral invested
Total assets

LI ABI LI TI ES
Account s payabl e
Securities lending collatera
Total liabilities

PLAN NET ASSETS HELD I N TRUST
FOR PENSI ON BENEFI TS

The acconpanyi ng notes are an integra

part of these financia

12

KERS

KERS

HAZARDQOUS NON- HAZARDOUS
$ 2,105 $ 10, 476
22,909 237, 836
25,014 248, 312

24 276

1,993 32, 305
2,871 24,702

4, 889 57, 283

99, 477 1, 695, 472
153, 251 2,702,708
17, 449 295, 890
2,047 9, 057
272,224 4,703, 127
74, 700 1,244,141
376, 826 6, 252, 863
327 3,531

74, 700 1,244,141
75, 026 1,247,672

$ 301, 800 $ 5,005,191

statenents.



CERS CERS
HAZARDQOUS NON- HAZARDOUS
$ 2,954 $ 11, 693

60, 351 209, 119
63, 305 220, 812

87 323

7,403 26, 609

8, 959 19, 403

1, 960 1,592

130 114

18, 538 48, 041
381, 820 1, 389, 803
611, 186 2,222,749
67,019 242,677
3,381 6, 200

1, 063, 406 3, 861, 428
283, 120 1, 025, 732
1, 428, 369 5, 156, 013
900 3,525

283, 120 1, 025, 732
284, 020 1, 029, 257
$1, 144, 349 $ 4,126,756

STATE 2002

POLI CE TOTAL
$ 1,266 $ 28, 494
17. 843 548. 058
19, 109 576, 552
10 720
2,175 70, 486
1,073 57,008
3,551
244
3, 259 132, 009
114, 103 3, 680, 675
171, 937 5. 861, 831
19, 485 642, 520
1. 015 21. 699
306, 540 10, 206, 725
81, 838 2,709, 530
410, 745 13, 624, 816
163 8, 445
81, 838 2,709. 530
82, 001 2,717,976
$328, 744 $10, 906, 841
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KENTUCKY RETI REMENT SYSTEMS
COMBI NI NG STATEMENTS OF PLAN NET ASSETS

PENSI ON FUNDS

June 30, 2002 and 2001

Expressed I n Thousands

2001
TOTAL

$ 33, 263
1, 833, 669
1, 866, 932

820
58, 287
61, 414

4,162
304

124, 988

2,939, 846
5,742, 621
525, 665
577, 315

9, 785, 447
1,767,731
13, 545, 098
14, 166
1,767,731

1,781, 897

$11, 763, 200



KERS

KERS

HAZARDQOUS NON- HAZARDOUS
ADDI Tl ONS
Menmber s= contributions $ 10,807 $ 111, 992
Enpl oyer s= contri butions 7,934 1, 760
Total contributions 18, 741 113, 752
I NVESTMENT | NCOVE
From I nvesting Activities
Net appreciation in fair value
of 1 nvestnents (21, 332) (408, 185)
I nt er est 6, 592 111, 107
Di vi dends 3,584 60,418
Total investing activity incone (11, 156) (236, 661)
I nvest nent expense 193 3,305
Net income frominvesting activities (11, 348) (239, 966)
From securities lending activities
Securities |ending incone 3,231 20, 555
Securities | ending expense:
Custodi al fee 1 7
Security borrower rebates 2,510 15, 980
Security |l ending agent fees 158 1, 007
Net incone from
securities lending activities 562 3,561
Total net investment incone (10, 786) (236, 405)
TOTAL ADDI TI ONS 7,954 (122, 653)
DEDUCTI ONS
Benefit payments 10, 203 345, 666
Ref unds 1,141 6, 657
Admi ni strative expenses 354 4,399
O her deductions (Net) (1) (2)
Total deductions 11, 698 356, 720
Net increase (3,744) (479, 373)
PLAN NET ASSETS HELD I N TRUST FCR
PENSI ON BENEFI TS
Begi nni ng of year 305, 544 5,484,564
End of year $ 301, 800 $ 5,005,191

The acconpanying notes are an integral part of these financial statenents
14




CERS CERS
HAZARDOUS NON- HAZARDOUS
$ 37,096 $ 122, 428
11, 055 5. 528

48, 151 127, 956
(89, 092) (327, 253)
25, 270 90, 339

13, 741 49,124
(50, 080) (187, 790)
745 2,835

(50, 825) (190, 625)
10, 173 24,524

3 8

7,903 19, 065

498 1,202

1,768 4,249

(49, 057) (186, 375)
(906) (58, 419)

63, 494 196, 659
1,770 8, 325

635 7,187

65, 900 212,171
(66, 806) (270, 590)
1,211, 155 4,397, 347
$1, 144, 349 $ 4,126,756

KENTUCKY RETI REMENT SYSTEMS

COVBlI NI NG STATEMENTS OF CHANGES | N PLAN NET ASSETS
PENSI ON FUNDS

June 30, 2002 and 2001

Expressed I n Thousands

STATE 2002 2001

POLI CE TOTAL TOTAL
$ 4,499 $ 286,822 $ 250,239
(18) 26, 260 105, 522
4, 482 313, 081 355, 761
(26, 707) (872, 569) (1,107, 218)
7,233 240, 540 405, 394

3. 933 130, 801

(15, 541) (501, 228) (701, 823)
197 7.275 4,508
(15, 738) (508, 503) (706, 332)
2,012 60, 496 106, 484
1 20 19
1, 562 47,021 96, 171
98 2,964 2.520
350 10, 491 7.774
(15, 388) (498, 012) (698, 558)
(10, 906) (184, 931) (342, 796)
24, 839 640, 860 549, 120
25 17, 918 18, 614
76 12, 651 10, 879
1 (1) (612)
24,941 671, 429 578, 001
(35, 848) (856, 360) (920, 797)
364, 592 11, 763, 200 12, 683, 998
$328, 744 $10, 906,841  $11, 763, 200
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ASSETS

Cash And short-terminvestnents
Cash
Short-terminvestnents

Total cash and short-terminvestnents

Recei vabl es
I nvestnents - accounts receivabl e
Interest receivable - year end
Accounts receivable - year end

Accounts receivable — alternate plan

AR — alternate plan — year end
Total receivabl es
I nvestnents, at fair val ue

Cor porate and gover nnent bonds

Cor por at e st ocks

Mor t gages
Total investnments, at fair val ue
Security lending collateral invested

Total assets
LI ABI LI TI ES

Account s payabl e
Securities lending collatera

Total liabilities

PLAN NET ASSETS HELD I N TRUST FOR
PENSI ON BENEFI TS

The acconpanyi ng notes are an integra

part of these financia

KERS KERS
HAZARDQOUS NON- HAZARDOUS
$ 1, 633 $ 8, 591

7,971 93, 020
9, 604 101, 611

9 23

288 1,129
1,381 8, 590
1,678 9,741
11, 569 43, 160
86, 978 311, 828
98, 547 354, 988
18, 937 79,933
128, 766 546, 274
60 676

18, 937 79, 933
18, 996 80, 609
$ 109, 769 $ 465, 665

statenents.




CERS CERS
HAZARDOUS NON- HAZARDOUS
$ 4, 358 $ 9, 375
12, 381 23,930
16, 739 33, 305
12 22
481 948
4, 457 11, 261
4,949 12, 231
19, 134 38, 489
146, 842 281, 588
165, 977 320, 078
31,992 61, 877
219, 657 427, 491
131 282
31,992 61, 877
32,123 62, 159
$ 187,534 $ 365, 333

STATE
POLI CE

$ 982

4, 706

5, 689

182
805

991

7,413
54, 026

61, 439
11, 754
79, 873

45
11, 754

11, 799

$ 68,074
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KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND
COMBI NI NG STATEMENTS OF PLAN NET ASSETS

2002
TOTAL

$ 24,940
142, 008

166, 948
70

3,027
26, 494

29, 591

119, 766
881, 263
1, 001, 029
204, 493
1, 402, 061

1,193
204, 493

205, 686

$ 1,196,375

POSTEMPLOYMENT HEALTHCARE

June 30, 2002 and 2001

Expressed I n Thousands

2001
TOTAL

$ 19, 154
188, 046

207, 200
82

2, 658
18, 431

21,171

104, 512
739, 105

6, 595

850, 212

99, 339

1,177,922

108

99, 339

99, 447

$ 1,078,475



ADDI T1 ONS

Enpl oyers= contri buti ons

Total contributions

| NVESTMENT | NCOVE

From I nvesting Activities
Net appreciation in fair val ue of
Denut ual i zati on Proceeds (NoteK)
I nt er est
Di vi dends

Tot al
I nvest nent activities expense

Net investnent activities incone
From securities lending activities
Securities | ending income
Securities | ending expense:
Security borrower rebates
Security |l ending agent fees

i nvest nents

i ncome frominvesting activities

Net income fromsecurities lending activities
Total net investment incone
Total additions
DEDUCTI ONS

Heal t hcare prem unms subsi di es
Adm ni strative fees

Total deductions
Net increase

PLAN NET ASSETS HELD I N TRUST FOR
PENSI ON BENEFI TS
Prior Period Adjustnent

End of year

The acconpanying notes are an integra

part of these financia
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KERS

KERS

HAZARDOUS NON- HAZARDOUS
$ 15,887 $ 93,912
15, 887 93, 912
(13, 248) (49, 693)
61, 603

1,281 4,929

696 2,681

(11, 271) 19, 520
45 163

(11, 316) 19, 357
508 1, 308

398 1,025

22 57

87 225

(11, 229) 19, 582
4, 659 113, 494

2, 453 43,738

29 345

2,482 44,083
2,177 69, 410
107, 592 396, 254

$ 109, 769 $ 465, 665

statenents.




CERS CERS
HAZARDOUS NON- HAZARDOUS
$ 45,730 $ 102, 151
45, 730 102, 151
(21, 857) (41, 217)
2,097 4,033
1.140 2.193
(18, 620) (34, 991)
72 142
(18, 692) (35, 133)
816 1, 360
640 1,066
36 59
141 234
(18, 551) (34, 899)
27,179 67, 252
13, 166 32, 726
115 260
13,281 32, 986
13, 898 34, 265
173, 636 331, 067
$ 187,534 $ 365, 333

KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND

COMBI NI NG STATEMENTS OF CHANGES | N PLAN NET ASSETS

STATE
POLI CE

$ 9, 580
9, 580

(8, 642)

807
439

(7.396)
29
(7, 425)

250

196
11

43

(7.382)
2,198

4,020
29

4, 049

(1, 851)

69, 926
$ 68, 074
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2002
TOTAL

$ 267,260
267, 260

(134, 657)
61, 603
13, 147

7,149

(52, 758)
451

(53, 209)

4,242

3, 326
186

731

(52, 479)
214, 782

96, 104
778

96, 882

117, 900

1,078,475
$ 1,196,375

POSTEMPLOYMENT HEALTHCARE

June 30, 2002 and 2001

Expressed I n Thousands

2001
TOTAL

$ 182,656

182, 656

(71, 873)
23, 701

6, 548

(41, 624)
95

(41, 719)

11, 095

9, 892
240

962

(40, 757)
141, 899

81, 901
714

82, 615

59, 284

1,019,191
$ 1,078,475



KENTUCKY RETI REMENT SYSTEMS
NOTES TO THE FI NANCI AL STATEMENTS
For The Years Ended June 30, 2002 and 2001

Under the provisions of Kentucky Revised Statute Section 61.645, the Board of Trustees of
Kentucky Retirenent Systens (KRS) admnisters the Kentucky Enployees Retirement System
(KERS), County Enpl oyees Retirement System (CERS), and State Police Retirement System (SPRS).
Al t hough the assets of the plans are comm ngl ed for investnent purposes, each plan's assets
may be used only for the paynent of benefits to the nenbers of that plan, in accordance with
the provisions of Kentucky Revised Statute Sections 16.555, 61.570, and 78. 630.

Under the provisions of Kentucky Revised Statute Section 61.701, the Board of Trustees of
Kentucky Retirement Systems (KRS) admi nisters the Kentucky Retirenent Systens |nsurance Fund.
The statutes provide for a single insurance fund to provide group hospital and nedical
benefits to retirees drawing a benefit fromthe three pension funds admi ni stered by Kentucky
Retirement Systems: (1) Kentucky Enpl oyees Retirement System (KERS); (2) County Enpl oyees
Retirement System (CERS); and (3) State Police Retirement System (SPRS). KRS mai ntai ns
separate accounting records for five insurance funds which also includes hazardous duty
nmenbers of the Kentucky Enpl oyees and County Enpl oyees Retirenent Systenms. The assets of the
various insurance funds are comm ngled for investnment purposes. The follow ng notes apply
to the various funds adm nistered by Kentucky Retirenment Systens.

NOTE A. Sunmmary of Significant Accounting Policies

Basis of Accounting - KRS s financial statenents are prepared using the accrual basis of
accounting. Plan nenber contributions are recognized in the period in which contributions
are due. Enployer contributions to the plan are recogni zed when due and the enployer has
made a fornmal conmmitment to provide the contributions. Benefits and refunds are recognized
when due and payable in accordance with terns of the plan. Prem um paynents are recogni zed
when due and payable in accordance with terns of the plan

Method Used to Value Investnents - Investnents are reported at fair val ue. Short-term
i nvestnments are reported at cost, which approximtes fair val ue. Securities traded on a
nati onal exchange are valued at the last reported sales price at current exchange rates. The
fair value of real estate is based on appraisals. Investnments that do not have an
establ i shed narket are reported at estimated fair val ue.

Conponent Unit - Kentucky Retirenment Systens is a conponent unit of the Commonwealth of
Kentucky. As such, the Commonweal th of Kentucky is the primary governnent in whose financia
reporting entity The Systemis included.

The Kentucky Enployees Retirement System was created by the Kentucky General Assenbly
pursuant to the provisions of KRS 61.515. The County Enpl oyees Retirenent System was created
by the Kentucky General Assenbly pursuant to the provisions of KRS 78.520. The State Police
Retirement Systemwas created by the Kentucky General Assenbly pursuant to the provisions of
KRS 16.510. The Kentucky Retirenent Systens |nsurance Fund consisting of the Kentucky
enpl oyees | nsurance Fund, Kentucky Enployee Hazardous |nsurance Fund, county Enpl oyees
I nsurance Fund, county Enpl oyees Hazardous | nsurance Fund and State Police |Insurance Fund was
created by the Kentucky Ceneral Assenbly pursuant to the provisions of KRS 61.701. The

Retirenment Systens= and | nsurance Fund=s adm ni strative budget is subject to approval by the
Kent ucky General Assenbly. Enployer contribution rates for KERS and SPRS are al so subj ect

to legislative approval. Enployer contribution rates for CERS are determ ned by the Systens=
Board of Trustees without further legislative review The nmethods used to determine the
enpl oyer rates for all Retirement Systens are specified in KRS 61.565. Enpl oyee contribution
rates are set by statute and may be changed only by the Kentucky General Assenbly.

Expense Allocation - Administrative and investment expenses of the Kentucky Retirenent
Systens are allocated in proportion to the nunmber of active nenbers participating in each
pl an and the carrying value of plan investnents, respectively.
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KENTUCKY RETI REMENT SYSTEMS
NOTES TO THE FI NANCI AL STATEMENTS
For The Years Ended June 30, 2002 and 2001
NOTE B. Plan Descriptions and Contribution Information

Menber shi p of each Retirement plan consisted of the follow ng at June 30, 2002 and 2001, the
date of the latest actuarial valuation:

KENTUCKY EMPLOYEES RETI REMENT SYSTEM

2001 2002
Non- Hazar dous Hazar dous Non- Hazardous Hazar dous
Posi tion Posi tion Posi tion Posi tion
Nunber of Menbers Enpl oyees Enpl oyees _Tot al Enpl oyees Enpl oyees Tota
Retirees and beneficiaries
recei ving benefits 25,118 1, 053 26,171 26, 703 1, 208 27,911
I nactive Vested Retirenents 3,312 123 3,435 3, 415 127 3,542
I nactive Vested Menberships 13, 429 799 14,228 14, 299 946 15, 245
Active plan menbers 47,780 4,228 52,008 48, 555 4,211 52,766
Tot al 89, 639 6, 203 95, 842 92,972 6,492 99, 464
Nurmber of participating enpl oyers 408 404
COUNTY EMPLOYEES RETI REMENT SYSTEM
2001 2002
Non- Hazar dous Hazar dous Non- Hazardous Hazar dous
Posi tion Posi tion Posi tion Posi tion

Nunber of Menbers Enpl oyees Enpl oyees _Tot al Enpl oyees Enpl oyees Tota
recei ving benefits 24, 415 3,221 27,636 26, 147 3, 483 29, 630
I nactive Vested Retirenents 4,080 148 4,228 4,470 148 4,618
I nactive Vested Menbershi ps 24,276 462 24,738 26, 508 552 27, 060
Active plan nenbers 78,773 8,586 87,359 79, 850 8,949 88, 799
Tot al 131, 544 12, 417 14 1 136, 975 13,132 1 107
Nurber of participating enpl oyers 1, 297 1,314

STATE POLI CE RETI REMENT SYSTEM

2001 2002
Hazar dous Hazar dous
Posi ti on Posi ti on
Nunber of Menbers Enpl oyees Enpl oyees
Retirees and beneficiaries receiving benefits 842 897
I nactive Vested Retirenents 12 20
I nacti ve Vested Menbershi ps 78 83
Active plan nenbers 1,016 1, 002
Tot al 1,948 2,002
Nunber of participating enpl oyers 1 1

KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND

Hospital and medical contracts in force consisted of the follow ng at June 30, 2002 and 2001
the date of the |atest actuarial valuation:

2001 2002
Coupl e and Medi care Medicare Coupl e and Medi care Medicare
Single Fam |y Parent + _Requl ar Hi gh Single _Family Parent + Regul ar Hi gh
KERS Non- Hazar dous 5, 199 1,070 346 1,818 11,107 5,822 1,182 396 1,838 11,229
KERS Hazar dous 302 185 51 52 420 359 205 57 66 451
CERS Non- Hazar dous 4, 215 791 204 2,212 8,974 4,530 800 224 2,446 9,517
CERS Hazar dous 869 1, 267 202 32 694 956 1,321 210 38 734
SPRS 194 350 _47 8 278 199 364 _50 11 303
Total s 10, 779 3, 663 850 4,122 21,473 11, 866 3,872 937 4,399 22,234
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KENTUCKY RETI REMENT SYSTEMS
NOTES TO THE FI NANCI AL STATEMENTS
For The Years Ended June 30, 2002 and 2001

NOTE B. Plan Descriptions and Contribution Information (Continued)

KENTUCKY EMPLOYEES RETI REMENT SYSTEM
Non- Hazar dous Enpl oyees Pensi on Pl an

Plan Description - KERS is a cost-sharing rultiple-enpl oyer defined benefit pension plan that
covers substantially all regular full-tine nenbers enpl oyed in non-hazardous duty positions
of any state departnment, board, or agency directed by Executive Order to participate in the
System The plan provides for retirenment, disability, and death benefits to plan nenbers.
Retirement benefits nmay be extended to beneficiaries of plan nenbers under certain
ci rcunst ances. Cost-of-living (COLA) adjustnents are provided annually equal to the
percent age increase in the annual average of the consumer price index for all urban consuners
for the nost recent cal endar year, not to exceed five percent in any plan year. The CGenera
Assenmbly reserves the right to suspend or reduce cost-of-living adjustrments if in its
j udgenent the welfare of the Conmobnwealth so demands.

Contributions - For the years ended June 30, 2002 and 2001, plan nmenbers were required to
contribute 5% of their annual creditable conpensation. The State was required to contribute
at an actuarially determned rate. Per Kentucky Revised Statute Section 61.565(3), norma

contribution and past service contribution rates shall be deternmined by the Board on the
basis of an annual valuation |last preceding the July 1 of a new biennium The Board may
amend contribution rates as of the first day of July of the second year of a biennium if it
is determ ned on the basis of a subsequent actuarial valuation that anended contribution
rates are necessary to satisfy requirements determined in accordance with actuarial bases
adopted by the Board. However, fornmal comritment to provide the contributions by the
enpl oyer is nade through the biennial budget. For the years ended June 30, 2002 and 2001

the State contributed 5.89% of each enployee's creditable conpensation. The actuarially
determ ned rate set by the Board for the years ended June 30, 2002 and 2001 was 5.89% of
creditabl e conpensation. Adninistrative costs of Kentucky Retirement Systens are financed
t hrough enpl oyer contributions and investment earnings.

Hazar dous Enpl oyees Pension Pl an

Plan Description - KERS is a cost-sharing rultiple-enpl oyer defined benefit pension plan that
cover substantially all regular full-time nenbers enployed i n hazardous duty positions of any
state departnment, board, or agency directed by Executive Order to participate in the System
The plan provides for retirement, disability, and death benefits to plan nmenbers. Retirenent
benefits may be extended to beneficiaries of plan nenbers under certain circunstances. Cost-
of -living (COLA) adjustments are provided annually equal to the percentage increase in the
annual average of the consuner price index for all urban consuners for the nost recent
cal endar year, not to exceed five percent in any plan year. The General Assenbly reserves
the right to suspend or reduce cost-of-living adjustments if in its judgenment the welfare of
t he Commonweal th so demands.

Contributions - For the years ended June 30, 2002 and 2001, plan nmenbers were required to
contribute 7% of their annual creditable conpensation. The State was required to contribute
at an actuarially determ ned rate. Per Kentucky Revised Statute Section 61.565(3), norma

contribution and past service contribution rates shall be deternmi ned by the Board on the
basis of an annual valuation |last preceding the July 1 of a new biennium The Board may
amend contribution rates as of the first day of July of the second year of a biennium if it
is determ ned on the basis of a subsequent actuarial valuation that anmended contribution
rates are necessary to satisfy requirements deternmined in accordance with actuarial bases
adopted by the Board. However, formal comritment to provide the contributions by the
enpl oyer is nmade through the biennial budget. For the years ended June 30, 2002 and 2001

the State contributed 18.84% of each enpl oyee's creditable conpensation. The actuarially
determ ned rate set by the Board for the years ended June 30, 2002 and 2001 was 18.84% of
creditabl e conpensation. Adninistrative costs of Kentucky Retirement Systens are financed
t hrough enpl oyer contributions and investment earnings.
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KENTUCKY RETI REMENT SYSTEMS
NOTES TO THE FI NANCI AL STATEMENTS
For The Years Ended June 30, 2002 and 2001

NOTE B. Plan Descriptions and Contribution Information (Continued)

COUNTY EMPLOYEES RETI REMENT SYSTEM
Non- Hazar dous Enpl oyees Pensi on Pl an

Plan Description - CERS is a cost-sharing rultiple-enpl oyer defined benefit pension plan that
covers substantially all regular full-tine nenbers enpl oyed in non-hazardous duty positions
of each county and school board, and any additional eligible |ocal agencies electing to
participate in the System The plan provides for retirenent, disability, and death benefits
to plan menbers. Retirement benefits nay be extended to beneficiaries of plan nenbers under
circunstances. Cost-of-living (COLA) adjustments are provided at the discretion of the State
| egi sl ature.

Contributions - For the years ended June 30, 2002 and 2001, plan menbers were required to
contribute 5% of their annual creditable conpensation. Participating enployers were required
to contribute at an actuarially determined rate. Per Kentucky Revised Statute Section
61.565(3), normal contribution and past service contribution rates shall be deternined by the
Board on the basis of an annual valuation | ast preceding the July 1 of a new biennium The
Board may amend contribution rates as of the first day of July of the second year of a
biennium if it is determined on the basis of a subsequent actuarial valuation that amended
contribution rates are necessary to satisfy requirements determned in accordance wth
actuarial bases adopted by the Board. For the years ended June 30, 2002 and 2001,
participating enployers contributed 6.34% of each enpl oyee's creditable conpensation. The
actuarially determined rate set by the Board for the years ended June 30, 2002 and 2001 was
6.34% of creditable conmpensation. Admi nistrative costs of Kentucky Retirement System are
financed t hrough enpl oyer contributions and investnent earnings.

Hazar dous Enpl oyees Pension Pl an

Plan Description - CERS is a cost-sharing rultiple-enpl oyer defined benefit pension plan that
covers substantially all regular full-time nembers enployed i n hazardous duty positions of
each county and school board, and any additional eligible |ocal agencies electing to
participate in the System The plan provides for retirenent, disability, and death benefits
to plan menbers. Retirement benefits nay be extended to beneficiaries of plan nenbers under
certain circunstances. Cost-of-living (COLA) adjustrments are provided at the discretion of
the State |egislature.

Contributions - For the years ended June 30, 2002 and 2001, plan menbers were required to
contribute 8% of their annual creditable conpensation. The participating enployers were
required to contribute at an actuarially determ ned rate. Per Kentucky Revised Statute
Section 61.565(3), normal contribution and past service contribution rates shall be
determ ned by the Board on the basis of an annual valuation |ast preceding the July 1 of a
new bi ennium The Board may anend contribution rates as of the first day of July of the
second year of a biennium if it is determined on the basis of a subsequent actuari al
val uation that anended contribution rates are necessary to satisfy requirenments determ ned
in accordance with actuarial bases adopted by the Board. For the years ended June 30, 2002
and 2001, participating enployers contributed 16.28% of each enployee's creditable
conpensation. The actuarially determned rate set by the Board for the years ended June 30,
2002 and 2001 was 16.28% of creditable conpensation. Adm nistrative costs of KRS are
financed t hrough enpl oyer contributions and investnent earnings.
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KENTUCKY RETI REMENT SYSTEMS
NOTES TO THE FI NANCI AL STATEMENTS
For The Years Ended June 30, 2002 and 2001

NOTE B. Plan Descriptions and Contribution Information (Continued)

STATE POLI CE RETI REMENT SYSTEM

Plan Description - SPRS is a single-enployer defined benefit pension plan that covers al
full-time State Troopers enployed in a hazardous duty position by the Kentucky State Poli ce.
The plan provides for retirement, disability, and death benefits to plan menbers. Retirenment
benefits may be extended to beneficiaries of plan nenbers under certain circunstances. Cost-
of -l1iving (COLA) adjustnents are provided at the discretion of the State |egislature.

Contributions - For the years ended June 30, 2002 and 2001 plan nenbers were required to
contribute 8% of their annual creditable conpensation. The State was required to contribute
at an actuarially deternm ned rate. Per Kentucky Revised Statute Section 61.565(3), normal
contribution and past service contribution rates shall be determ ned by the Board on the
basi s of an annual valuation |last preceding the July 1 of a new biennium The Board may
amend contribution rates as of the first day of July of the second year of a biennium if it
is determ ned on the basis of a subsequent actuarial valuation that anmended contribution
rates are necessary to satisfy requirements deternined in accordance with actuarial bases
adopted by the Board. However, formal comritment to provide the contributions by the
enpl oyer is nade through the biennial budget. For the years ended June 30, 2002 and 2001
the State contributed 21.58% of each enployee's creditable conmpensation. The actuarially
determ ned rate set by the Board for the years ended June 30, 2002 and 2001 was 21.58% of
creditabl e conpensation. Adnministrative costs of Kentucky Retirement System are financed
t hrough enpl oyer contributions and investnent earnings.

KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND

Pl an Description - The Kentucky Retirenment Systens |nsurance Fund (Fund) was established to
provi de hospital and nedical insurance for nenbers receiving benefits from the Kentucky
Enpl oyees Retirenent System the County Enployees Retirenent System and the State Police
Retirenment System (Systens). The Fund pays a prescribed contribution for whole or partia
paynment of required premuns to purchase hospital and nmedical insurance. For the year
i nsurance premuns withheld from benefit paynments to nenbers of the Systens approxinmated
$16, 462, 261 and $355,816 for KERS and KERS hazardous, respectively, $15,190,421 and
$1, 299, 220 for CERS and CERS hazardous, respectively, and $285,755 for SPRS. The Fund pays
the sanme proportion of hospital and medical insurance prem uns for the spouse and dependents
of retired hazardous nenbers killed in the line of duty. As of June 30, 2002 the Fund had
58,020 retirees and beneficiaries for whom benefits were avail abl e.

The armount of contribution paid by the Fund is based on years of service with the Systens.
Years of service and respective percentages of the naxi mumcontribution are as foll ows:

Percent Paid by

Years of Service | nsurance Fund

20 or More 100%

15 - 19 75%

10 - 14 50%

4 - 9 25%

Less Than 4 0%
In prior years, the enployers' required nedical insurance contribution rate was being
i ncreased annual ly by a percentage that would result in advance-funding the nedical liability
on an actuarially determ ned basis using the entry age normal cost nethod within a 20-year
peri od neasured from 1987. In Novenber 1992, the Board of Trustees adopted a fixed

percentage contribution rate and suspended future increases under the current nedical prenmi um
funding policy until the next experience study coul d be perforned.

In May 1996, the Board of Trustees adopted a policy to increase the insurance contribution
rate by the anount needed to achieve the target rate for full entry age nornal funding wthin
twenty years. The increases comrenced with the 1997 val uation and adjustments will be nmade
every other valuation year to coincide with the valuation used by the General Assenbly to
establ i sh enpl oyer contribution rates for the biennium
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KENTUCKY RETI REMENT SYSTEMS
NOTES TO THE FI NANCI AL STATEMENTS
For The Years Ended June 30, 2002 and 2001

NOTE C. Cash and Short-Term I nvestnents and Securities Lending Collatera

The provisions of Governmental Accounting Standards Board Statenent No. 28, "Accounting and
Fi nancial Reporting for Securities Lending Transactions" require that cash received as
collateral on securities | ending transactions and i nvestnents made with that cash be reported
as assets on the financial statenents. In conjunction with the adoption of Governmenta
Accounting Standard No. 28, the System has reclassified certain other investnents, not
related to the securities I ending program as short-term Cash and short-terminvestnents
consi st of the follow ng:

KENTUCKY EMPLOYEES RETI REMENT SYSTEM

2002 2001
M scel | aneous cash 12,580, 710 16, 694, 421
Short-Term | nvest nent Pool 1, 318, 840, 638 870, 430, 971
Short-Term | nvest ment s 260, 745, 038 849, 261, 657
Tot al $1, 592, 166, 386 $1, 736, 387, 049
COUNTY EMPLOYEES RETI REMENT SYSTEM
2002 2001
M scel | aneous Cash 14, 647, 210 15, 474, 032
Short-Term | nvest ment Pool 1, 308, 851, 954 842, 324, 041
Short-Term | nvest ment s 269, 469, 918 939, 342, 782
Tot al $1, 592, 969, 082 $1, 797, 140, 855
STATE POLI CE RETI REMENT SYSTEM
2002 2001
M scel | aneous Cash 1, 266, 091 1, 094, 951
Short-Term | nvest ment Pool 81, 837, 844 54,976, 448
Short-Term | nvest nent s 17,843,020 45, 064, 222
Tot al $ 100,946, 955 $ 101,135,621
KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND
2002 2001
M scel | aneous Cash 24,939, 638 19, 154, 421
Short-Term | nvest ment Pool 204, 492, 843
Short-Term | nvest ment s 142, 008, 460 188, 046, 064
Tot al $ 371,440,941 $ 207,200,485

NOTE D. I nvest nent s

The Board of Trustees of the Retirenent Systenms and Insurance Fund recognize their duty to
i nvest funds in accordance with the Prudent Person Rul e and nanage those funds consi stent
with the long termnature of the Systens. The Board enters into contracts with investnent
managers who use the followi ng guidelines and restrictions in the selection and timng of
transactions as long as the security is not prohibited by the Kentucky Revi sed Statutes.

Equity Investnents - Investnents may be made in donmestic and international comon stock
securities convertible into conmmon stock and in preferred stock of publicly traded
cor porations.

Fi xed I nconme Investnents - Publicly traded corporate bonds are to be sel ected and nanaged to
assure an appropriate balance in quality and maturities consistent with the current market
and econom ¢ conditions. Investment nmay also be nade in any debt instrunment issued or
guaranteed in whole or in part by the U S. Governnent or any agency or instrunentality of the
U. S. Governnent.

Mortgages - Investnent nay be nade in real estate nortgages on a direct basis or in the form
of nortgage pool instrunents guaranteed by an agency of the U S CGovernment or the

Conmonweal t h of Kent ucky.
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NOTE D — | NVESTMENTS (conti nued)

Alternative Investnents/Equity Real Estate - Subject to the specific approval of the
i nvestment commttee of the board of trustees, investnents may be nade for the purpose of
creating a diversified portfolio of alternative investnents. The board may invest in rea
estate or alternative investnments including, without limtation, venture capital, private
equity and private placements which the investment committee believes has excellent potentia
to generate incone and which may have a hi gher degree of risk.

Cash Equi valent Securities - The follow ng short-term investnment vehicles are considered
accept abl e:

Publicly traded investnent grade corporate bonds, governnent and agency bonds,
nort gages, and collective STIF' s, noney market funds or instrunents (including, but not
limted to, certificates of deposit, bank notes, deposit notes, bankers' acceptances
and conmmerci al paper) and repurchase agreenents relating to the above instrunents.
Instruments may be sel ected from anong those having a BBB or better rating by at |east
one recogni zed bond rating service. Al instrunents shall have a maturity at the tine
of purchase that does not exceed two years. Repurchase agreenments shall be deened to
have a maturity equal to the period remaining until the date on which the repurchase
of the underlying securities is scheduled to occur

Derivatives — Investnents may be made in derivative securities, or strategies which make use
of derivative instrunents, only if such investnents do not cause the portfolio to be in any
way | everaged beyond a 100% i nvested position. Investments in derivative securities which
are subject to large or unanticipated changes in duration or cash flow, such as interest only
(109, principal only (PO, inverse floater, or structured note securities are expressly
pr ohi bi t ed.

The Retirenent Systens and | nsurance Fund invest in collateral nortgage obligations (CMOs)
and ot her asset-backed securities to increase return and adjust duration of the portfolio.
The Systens and the Fund invest in exchange-traded funds to convert cash held in index funds
to short-termequity investnents. This practice is intended to nmake the performance of the
i ndex funds nmore closely track the performance of the index that the funds are intended to
replicate.

Col l ateral nortgage obligations, asset-backed securities, and exchange-traded funds pose no
greater risk than other simlar investment grade holdings in the Systens' and the Fund's
portfolios. The fair value of CMOs at June 30, 2002 and 2001 was approxi mately $137 mllion
and $135 million respectively; the fair value of asset-backed securities at June 30, 2002
and 2001 was approxinately $141 nmillion and $263 nmillion respectively; and the fair value of
exchange-traded funds at June 30, 2002 and 2001 was approximately $191 nillion and $33
mllion respectively.

The Retirenment Systems= and | nsurance Fund=s investnents are categorized below to give an
i ndication of the level of risk assuned by them at June 30, 2002 and 2001. Category 1
i ncludes investnents that are either insured or registered or for which the investnents are
held by The System or its agent in the System s nane. Category 3 includes securities
purchased by and held by the System s custodial agent. The agent |oans securities owned by
the Systens and Fund with the sinultaneous recei pt of cash collateral. The custodial agent
purchases securities with the cash collateral in accordance with the Systens= and Fund=s
Statement of Investnent Policy. Al securities purchased with cash collateral are segregated
by the custodial agent and held in the nane of Kentucky Retirenent Systens. At June 30

2002, the systens had a second agent who al so | oans securities owned by the systens with the
si mul taneous recei pt of cash collateral. The second custodial agent invests cash collatera

in a short-terminvestnment pool that holds only U S. dollar cash and U.S. securities.
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Note D. Investnents (continued)
KENTUCKY EMPLOYEES RETI REMENT SYSTEM
2002
Mar ket
I nvestnents - Categorized Category 1 Category 2 Category 3 Val ue
U. S. Governnent Securities $ 113,768,072 $ $ 6,257,731 $ 120, 025, 803
Loaned for securities coll ateral 250, 546, 768 250, 546, 768
Cor por at e bonds 545, 042, 869 545, 042, 869
Loaned for securities collateral 5,102, 948 5,102, 948
Cor por ate stocks 2,452,194, 242 129 2,452,194, 371
Loaned for securities coll ateral 444, 848 444, 848
Short-terminvestnents 259, 255, 343 1,495, 823 260, 751, 166
Subt ot al $3,626, 355,090 $ $ 7,753,683 3,634,108,773
Investnents - Not Categorized
Short Term I nvest ment Pool 1, 318, 840, 638
I nvestents held by broker-
deal ers under securities |oans
U S. Governnent Securities 806, 544, 819
Cor por at e bonds 67, 680, 028
Cor por ate stocks 403, 320, 388
Mor t gages 313, 339, 066
Real Estate |nvestnent 11, 103, 333
Total |nvestments $6, 554, 937, 045
2001
Mar ket
Investments - Categorized Category 1 Category 2 Category 3 Val ue
U. S. Governnent Securities $ 251,035,661 $ $ 10,107,139 $ 261,142,799
Loaned for securities collateral 124, 804, 102 124, 804, 102
Cor por at e bonds 591, 171, 106 11, 341, 877 602, 512, 983
Loaned for securities collateral 9, 310, 764 9, 310, 764
Cor por at e stocks 2,479, 798, 756 2,479, 798, 756
Loaned for securities collateral 222 223
Repur chase agreenents 849, 261, 657 849, 261, 657
Subt ot al $4, 305,382, 268 $ $ 21,449,016 4, 326, 831, 283
I nvestnents - Not Categorized
Investments held by broker-
deal ers under securities |oans 870, 430, 971
U. S. CGovernment Securities 414, 965, 006
Cor por at e bonds 58, 795, 295
Cor por at e stocks 374, 337, 005
Mor t gages 268, 732, 891
Real Estate |nvestnent 277,684, 389
Total |nvestments $6, 591, 776, 840
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Note D: Investnents (continued)
COUNTY EMPLOYEES RETI REMENT SYSTEM
2002
Mar ket
I nvestnents - Categorized Category 1 Cat egory 2 Category 3 Val ue
U.S. Government Securities $ 106,558,509 $ $ 6,176,453 $ 112,734,961
Loaned for securities coll ateral 248, 649, 168 248, 649, 168
Cor por at e bonds 537, 565, 238 537, 565, 238
Loaned for securities collateral 5, 064, 299 5, 064, 299
Cor por at e stocks 2,433, 226, 793 124 2,433, 226, 917
Loaned for securities collateral 441, 479 441, 479
Short-terminvestments 267,991, 504 1,478,414 269, 469, 918
Subt ot al $3, 599,496,989 $ $ 7,654,990 3,607,151, 979
Investnents - Not Categorized
Short-Term I nvest nent Pool 1, 308, 851, 954
I nvestments held by broker-
deal ers under securities |oans
U S. CGovernnent Securities 800, 442, 229
Cor por at e bonds 67,167, 431
Cor por at e st ocks 400, 265, 705
Mor t gages 309, 695, 477
Real Estate |nvestnment 9, 580, 920
Total Investnents $6, 503, 155, 695
2001
Mar ket
Investments - Categorized Category 1 Category 2 Category 3 Val ue
U. S. Governnment Securities $ 216,449,214 $ $ 9,442,356 $ 225,891,570
Loaned for securities coll ateral 120, 774, 075 120, 774, 075
Cor por at e bonds 550, 004, 359 10, 477, 937 560, 600, 168
Loaned for securities coll ateral 9, 010, 112 9, 010, 112
Cor por at e st ocks 2,339, 647,418 2,339, 647,418
Loaned for securities collateral 214 214
Repur chase agreenents 939, 342, 782 939, 342, 782
Subt ot al $4, 175,228,174 $ $ 20,038,165 4,195, 266, 339
Investnents - Not Categorized
I nvestents held by broker-
deal ers under securities |oans 842, 324, 041
U. S. Governnent Securities 401, 565, 445
Cor por at e bonds 58, 896, 746
Cor por at e st ocks 362, 249, 356
Mor t gages 239, 870, 634
Real Estate |nvestnent 280, 736, 876

Total Investnents
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Note D: Investnents (continued)

KENTUCKY RETI REMENT SYSTEMS
NOTES TO THE FI NANCI AL STATEMENTS
For The Years Ended June 30, 2002 and 2001

STATE POLI CE RETI REMENT SYSTEM

Investments - Categorized
U S. CGovernment Securities

Loaned for securities collatera
Cor por at e bonds

Loaned for securities collatera
Cor por at e st ocks

Loaned for securities collatera
Short-terminvestments

Subt ot a
Investnents - Not Categorized
Short-Term | nvest nent Poo
I nvestments held by broker-
deal ers under securities |oans

U S. CGovernnment Securities

Cor por at e bonds

Cor por at e st ocks
Mor t gages
Real Estate |nvestnent

Total Investnents

Investnments - Categorized
U. S. Government Securities
Loaned for securities collatera
Cor por at e bonds
Loaned for securities collatera
Cor por at e st ocks
Loaned for securities collatera
Repur chase agreenents
Subt ot a
Investnents - Not Categorized
Short-Term | nvest nent Poo
I nvestents held by broker-
deal ers under securities |oans
U. S. Governnment Securities
Cor por at e bonds
Cor por at e st ocks
Mor t gages
Real Estate |nvestnent

Total Investnents

2002

Mar ket

Category 1 Category 2 Category 3 Val ue
$ 8,834,474 $ $ 397,807 $ 9, 232, 273
15, 547, 146 15, 547, 146
34,758, 002 34,758, 002
316, 653 316, 653
146, 882, 275 146, 882, 283
27,604 27,604
17, 750, 580 92, 440 17,843, 020
$ 224,116,733 $ $ 490, 247 224,606, 980
81, 837, 844
50, 048, 419
4,199, 740
25,027, 187
19, 484, 961
1,014,934
$ 406,220,066

2001

Mar ket

Category 1 Category 2 Category 3 Val ue
$ 16,196,830 $ $ 642,732 $ 16, 839, 562
7,882,631 7,882,631
37,622,945 721, 233 38, 344,178
588, 068 588, 068
162, 945, 265 162, 945, 265
14 14
45, 064, 222 45, 064, 222
$ 270,299,976 $ = $ 1,363,966 271, 663, 942
54,976, 448
26, 209, 203
3,713,513
23, 643, 137
17, 061, 141

18, 893, 323

$ 416,160, 708
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For

KENTUCKY RETI REMENT SYSTEMS
NOTES TO THE FI NANCI AL STATEMENTS
The Years Ended June 30, 2002 and 2001

KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND

Investments - Categorized

U. S. Governnent Securities

Loaned for securities collatera

Cor por at e st ocks

Loaned for securities collatera

Short-terminvestnents
Subt ot a
Investnents - Not Categorized
I nvestments held by broker-
deal ers under securities |oans
U. S. Governnent Securities

Cor por at e st ocks

Mor t gage
Total |nvestnents

Investments - Categorized

U S. Covernment Securities

Cor por at e bonds

Cor por at e st ocks

Repur chase agreenents
Subt ot a

Investnents - Not Categorized

I nvestents held by broker-

deal ers under securities |oans

U S. Covernment Securities
Cor por at e st ocks

Mor t gages

Total Investnents

2002

Mar ket

Category 1 Category 2 Category 3 Val ue
$ 14,644,105 $ $ $ 14, 644, 105
12, 342, 559 12, 342, 559
758, 949, 817 758, 949, 817
2,647,879 2,647,879
141, 428, 879 579, 581 142, 008, 459
$ 930,013,238 $ $ 579, 581 930, 592, 818
204, 492, 843
92,779, 528
119, 665, 028
1,347 217

2001

Mar ket

Category 1 Category 2 Category 3 Val ue
$ 64, 843,456 $ $ $ 64, 843, 456
1, 843, 891 1, 843, 891
681, 320, 455 681, 320, 435
188, 046, 064 188, 046, 064
$ 936,053,866 $ 0 $ 936, 053, 866
99, 339, 376
37, 824, 200
57,784, 278
6, 595, 407
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KENTUCKY RETI REMENT SYSTEMS
NOTES TO THE FI NANCI AL STATEMENTS
For The Years Ended June 30, 2002 and 2001

NOTE E. SECURI TI ES LENDI NG TRANSACTI ONS

Kentucky Revi sed Statues Sections 61.650 and 386.020(2) permt the Retirenent Systens and
I nsurance Fund to lend their securities to broker-deal ers and other entities. The borrowers
of the securities agree to transfer to the Systens' and the Fund's custodi al banks either
cash collateral or other securities with a market val ue of 102 percent of the value of the
borrowed securities. The borrowers of the securities sinultaneously agree to return the
borrowed securities in exchange for the collateral at a |later date. Securities lent for cash
collateral are presented as unclassified above in the schedule of custodial credit risk;
securities lent for securities collateral are classified according to the category for the
securities | oaned. At year-end, the Systens and Fund have no credit risk exposure to
borrowers because the anpbunts the Systens and Fund owe to borrowers exceed the amunts the
borrowers owe the Systens and Fund. The contracts with the custodial banks require themto
i ndermi fy the Systens or the Fund if the borrowers fail to return the securities and one or
both of the custodial banks have failed to live up to their contractual responsibilities
relating to the I ending of securities.

Al securities loans can be term nated on demand by either party to the transaction, although
the average term of the |oans was 6 days, 10 days, and 24 days for the three investnent
portfolios subject to security Iending agreenents. One custodial bank invests cash
collateral in securities that are permitted for investnent by state statute and board policy,
whi ch at year-end has a wei ghted-average maturity of 3 days for the Retirement Systens and
the I nsurance Fund. The other custodial bank invests cash collateral in the agent's short
terminvestnent pool as permitted by state statute and Board policy, which at year-end has
a wei ghted-average nmaturity of 24 days for the Retirenment Systens only. Neither the Systens
nor the Fund can pledge or sell collateral securities received unless the borrower defaults.

NOTE F. RISKS OF LCSS

The Systens are exposed to various risks of loss related to torts; thefts of, damage to, and
destruction of assets; errors and omi ssions; injuries to enployees; and natural disasters.
Under the provisions of the Kentucky Revised Statutes, the Kentucky Board of ains is vested
with full power and authority to investigate, hear proof, and to conpensate persons for
damages sustained to either person or property as a result of negligence of the agency or any
of its enployees. Awards are limted to $200,000 for a single claim and $350,000 in
aggregate per occurrence. Awards and a pro rata share of the operating cost of the Board of
Clains are paid fromthe fund of the agency having a claimor clains before the Board.

Cl ai ns agai nst the Board of Trustees of Kentucky Retirenment Systens or any of its staff as
result of actual or alleged breach of fiduciary duty are insured with a comrerci al insurance
policy. Coverage provided is limted to $5,000,000 with a deductible anmount of $25, 000
Def ense costs incurred in defending such claims will be paid by the insurance conpany.
However, the total defense cost and clains paid shall not exceed the total aggregate coverage
of the policy.

Clains for job-related illnesses or injuries to enployees are insured by the state's self-
i nsured workers conpensation program Paynents approved by the program are not subject to
maxi mum limtations. A clainmant may receive rei nbursenent for all nedical expenses related
to the illness or injury and up to sixty-six and two-thirds percent (66B5% of wages for
tenmporary disability. Each agency pays preniuns based on fund reserves and payrol |

Only clainms pertaining to workers' conpensati on have been filed during the past three fisca
years. Settlenments did not exceed insurance coverage in any of the past three fiscal years.
There were no clainms which were appeal ed to the Kentucky Workers Conpensati on Board.

NOTE G CONTI NGENCI ES

In the nornmal course of business, the Retirement Systens and | nsurance Fund are involved in
various litigation concerning the right of participants or their beneficiaries to receive
benefits. The System does not anticipate any nmaterial |osses as a result of the contingent
liabilities.

NOTE H | NCOVE TAX STATUS

The Internal Revenue Service has ruled that the Plan qualifies under Section 401(a) of the
Internal Revenue Code and is, therefore, not subject to tax under inconme tax |aw.
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NOTE J. CHANGE | N ACCOUNTI NG ESTI MATE

KENTUCKY RETI REMENT SYSTEMS

NOTES TO THE FI NANCI AL STATEMENTS

For The Years Ended June 30, 2002 and 2001

As of July 1, 2000, the Systens entered into a Master Custody Agreenent with Northern Trust
Corporation. The Master Custody Agreenent changed the way the Systens hold assets in the
i nvestment portfolio. Asset ownership had been an

owner ship. Under the Master Custody Agreenent,

indi cati on of

i ndi vi dual security
asset ownership is reflected as a percentage

of the portfolio. The change in accounting estinmate has no effect on the Kentucky Retirenent

Systens' investnent portfolio as a whole.

funds is as foll ows:

PENSI ON FUNDS

The initial

Book Val ue

Mar ket Val ue

effect of the change on the individual

Portfolio Portfolio Rest at ed
Book Val ue Per cent age Per cent age Book Val ue

6/ 30/ 2000 6/ 30/ 2000 6/ 30/ 2000 7/ 1/ 2000
KERS $ 4,740, 654, 296 47.0544% 47. 4828% $ 4,783, 815, 498
CERS 3,732,292, 416 37.0457% 36. 8195% 3, 709, 509, 383
KSP 315, 799, 384 3. 1345% 3. 2564% 328, 080, 622
CERH 1, 030, 710, 828 10. 2305% 10. 0565% 1, 013, 178, 221
KERH 255, 386, 326 2.5249% 2. 3847% 240, 259, 526
TOTAL $10, 074, 843, 250 100. 0000% 100. 0000% $10, 074, 843, 250

I NSURANCE FUNDS

Book Val ue

Mar ket Val ue

Portfolio Portfolio Rest at ed
Book Val ue Per cent age Per cent age Book Val ue
6/ 30/ 2000 6/ 30/ 2000 6/ 30/ 2000 7/ 1/ 2000
KERS $303, 231, 563 37.5506% 37.6022% $303, 648, 695
CERS 244, 469, 319 30. 2738% 30. 1173% 243, 205, 485
KSP 53, 986, 398 6. 6854% 6. 8726% 55, 498, 194
CERH 126, 884, 648 15. 7127% 15.6783% 126, 607, 005
KERH 78, 956, 426 9. 7775% 9. 7296% 78,568, 975
TOTAL $807, 528, 354 100. 0000% 100. 0000% $807, 528, 354
NOTE K — ANTHEM DEMUTUALI ZATI ON
In 2001, Anthem Insurance Conpanies, Inc., an Indiana corporation, underwent a

denutual i zati on, as authorized by the Indiana statutes. The denutualization provided, anong
other things, that "eligible statutory nmenbers”, as defined by Indiana statutory provision,

woul d receive cash or stock in consideration for giving up their nenbership interest in
Anthem | n sone instances application of the statute led to the determ nati on by Anthem t hat

i ndi vi dual nmenbers of the retirenent plans adm nistered by Kentucky Retirenment Systens were
the "statutory menbers" and in other instances the Kentucky Retirement Systens was identified
by Anthem as the eligible statutory nmenber to receive cash or stock under the Anthem
denmut ual i zati on pl an. According to Anthem this deternination was based upon which of

Anthem s subsidiaries was the original provider. The deternination was confirned by the
I ndi ana Departnment of |nsurance.

The $61, 603, 207 distribution which Kentucky Retirenment Systenms received on January 4, 2002
under the Anthem denutualization has been deposited in the Kentucky Enployees Retirenent
Systenms | nsurance Fund. The retirement systens included within the Kentucky Retirenent
Systens for purposes of the Anthem denutualization are the Kentucky Enployees Retirenent
System (hazardous and non- hazardous), the County Enpl oyees Retirenment System (hazardous and
non- hazardous), the State Police Retirenent System the Legislators' Retirenent Plan, and the
Judicial Retirement Plan. Anthem has not yet provided the Kentucky Retirenent Systemwith
the information necessary to divide the distribution anobng these retirenent funds.
Accordingly, the distribution will remain in the Kentucky Enployees Retirenment Systemns
I nsurance Fund until the interests of the various retirenment funds are deternmined. dven the
unusual and non-recurring nature of the transaction, it is reported in these financial
statenents as a separate component of incone.
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NOTE L — CONTI NGENT LI ABILITY — ANTHEM DEMUJUTUALI ZATI ON

In relation to the above noted Anthem denutualization, Kentucky Retirenment Systemis a
defendant in a case entitled Jean C. Love, David E. Wsenan and Belvia Canpbell v. Board of
Trustees of the Kentucky Retirenment Systens, which is in Franklin Circuit Court. At issue
is howto distribute the proceeds resulting from Anthem s denutualization, which resulted in
Kentucky Retirenent System receiving approximately $61 nmillion dollars in proceeds. The
plaintiffs seek to recover the full amount of the proceeds or, alternatively, the pro rata
amount of proceeds attributable to insurance premiuns that the enployees and/or their
beneficiaries paid directly to Anthem Kentucky Retirement System believes that the clains
are without nerit and intends to vigorously defend its position. The ultinate outcone of
this litigation cannot presently be determ ned. However, in managenent's opinion, the
l'i keli hood of a naterial adverse outcone is unlikely. Accordingly, adjustnents, if any, that
mght result fromthe resolution of this matter have not been reflected in the financia
statenents.

NOTE M — EXCHANGE GAI N OR LGOSS

Foreign currency translations resulted in an aggregate exchange gain of $77,489,388 for the
Pensi on Funds and $12, 284, 741 for the |nsurance Funds.
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KENTUCKY EMPLOYEES RETI REMENT SYSTEM

Non- Hazar dous

June
June
June
June
June

June

30,
30,
30,
30,
30,
30,

1997
1998
1999
2000
2001
2002*

Hazar dous

June
June
June
June
June

June

*Asset val uation nethod was changed to reflect the anmount of

30,
30,
30,
30,
30,
30,

1997
1998
1999
2000
2001
2002+

Actuari a

Val ue of Assets

(a)

3, 683, 995, 005
4, 356, 072, 625
5, 264, 340, 397
6, 806, 675, 460
6, 844, 742, 687
6, 654, 084, 196

166, 717, 238
212,214,618
259, 839, 319
336, 213, 464
361, 677, 475
376, 384, 302
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Unf unded
Actuari al Accrued (COver funded)
Liability (AAL) AAL
Entry Age Nor nal (UAAL)
(b) (b-a)

3,463, 047, 650
3, 800, 014, 746
4,327,622, 821
4,876, 825,772
5,444, 035, 294
6, 026, 094, 764

140, 918, 460
171, 735,076
204, 282, 788
243, 365, 557
285, 193, 761
322, 069, 164

(220, 947, 355)
(556, 057, 879)
(936, 717, 576)
(1,929, 849, 688)
(1, 400, 707, 393)
(627, 989, 432)

(25, 798, 778)
(40, 479, 542)
(55, 556, 531)
(92, 847, 907)
(76, 483, 714)
(54, 315, 138)

i nvest ment gain/loss for the
current year equally over the current year and the follow ng four years.



KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF FUNDI NG PROGRESS

For The Year Ended June 30, 2002

UAAL as a
% of Covered
Funded Rati o Covered Payrol | Payr ol

(alb) (c) ((b-a)/c)
1.064 1, 234,798, 738 (0.179)
1. 146 1, 321, 004, 266 (0.421)
1.216 1, 330, 766, 100 (0.704)
1. 396 1, 409, 504, 668 (1.369)
1. 257 1, 505, 299, 220 (0.931)
1.104 1, 595, 809, 458 (0.393)
1.183 87, 757,075 (0.294)
1.236 93, 130, 996 (0.435)
1.272 103, 464, 123 (0.537)
1.382 115, 639, 439 (0.803)
1.268 122, 857,992 (0.623)
1.169 125, 275, 925 (0.434)
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COUNTY EMPLOYEES RETI REMENT SYSTEM

Unf unded
Actuarial Accrued (COver funded)
Act uari al Liability (AAL) AAL
Val ue of Assets Entry Age Nor nal (UAAL)
Non- Hazar dous (a) (b) (b-a)

June 30, 1997
June 30, 1998
June 30, 1999
June 30, 2000
June 30, 2001
June 30, 2002*

Hazar dous
June 30, 1997

June 30, 1998
June 30, 1999
June 30, 2000
June 30, 2001
June 30, 2002*

*Asset val uation nethod was changed to reflect the anmount of

2,750, 196, 558
3, 346, 205, 003
4,072,227, 435
5, 284, 033, 534
5, 423, 834, 549
5,397, 787, 158

763, 829, 310
927,057, 492
1,124, 651, 486
1, 445,542,794
1, 486, 666, 016
1, 485, 511, 793

2,390, 620, 093
2,663, 946, 276
2,991, 420, 884
3, 368, 601, 134
3,706, 282, 212
4,165, 355, 149

754, 308, 810
865, 966, 626
963, 711, 775
1, 084, 553, 697
1,193, 860, 442
1,327,291, 273

current year equally over the current year and the follow ng four years.

36

(359, 576, 465)
(682, 258, 727)
(1, 080, 806, 551)
(1,915, 432, 400)
(1,717, 552, 337)
(1, 232, 432, 009)

(9, 520, 500)
(61, 090, 866)
(160, 939, 711)
(360, 989, 097)
(292, 806, 574)
(158, 220, 520)

i nvest ment gain/loss for the



KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF FUNDI NG PROGRESS

For The Year Ended June 30, 2002

UAAL as a
% of Covered
Funded Rati o Covered Payrol | Payr ol

(a/b) (c) ((b-a)/c)
1. 150 1, 297, 116, 204 (0.277)
1. 256 1, 437,594,574 (0.475)
1.361 1, 346, 601, 939 (0.803)
1.569 1, 452, 058, 248 (1.319)
1.463 1, 544, 973, 296 (1.112)
1. 296 1, 663, 183, 629 (0.741)
1.013 225,094, 837 (0.042)
1.071 236, 180, 023 (0. 257)
1.167 256, 201, 726 (0.628)
1.333 288, 575, 870 (1.251)
1. 245 316, 700, 304 (0.925)
1.119 345, 849, 277 (0. 457)
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STATE PCLI CE RETI REMENT SYSTEM

Year

Ended

June
June
June
June
June

June

*Asset val uation nethod was changed to reflect

30,
30,
30,
30,
30,
30,

1997
1998
1999
2000
2001
2002*

KENTUCKY RETI REMENT SYSTEMS
REQUI RED SUPPLEMENTARY | NFORVATI ON
SCHEDULE OF FUNDI NG PROGRESS

For The Year Ended June 30, 2002
Act uari al
Accrued
Liability UAAL as a
Act uari al (AAL) Unf unded % of
Val ue of Entry Age AAL Funded Covered Covered
Asset s Nor mal (UAAL) Rati o Payr ol | Payr ol |
(a) (b) (b-a) (alb) (c) ((b-a)/c)
279, 643, 275 255, 784, 758 (23,858,517) 1.093 41,586, 211 (0.574)
306, 318, 918 294, 427, 019 (11, 891,899) 1.040 38,727, 361 (0.307)
357, 623, 196 314, 021, 673 (43,601,523) 1.139 40, 433, 405 (1.078)
459, 168, 574 336,579,763 (122,588,811) 1.364 43, 619, 383 (2.810)
456, 160, 709 356, 211, 860 (99, 948, 849) 1.281 44,646,678 (2.237)
438, 955, 465 380, 790, 346 (58, 165,119) 1.153 44,314, 696 (1.312)
t he anpbunt of investnent gain/loss for the

current year equally over the current year and the follow ng four years.
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KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND

KERS
Non- Hazar dous

June 30, 1997

June 30, 1998

June 30, 1999

June 30, 2000

June 30, 2001

June 30, 2002*
KERS

Hazar dous
June 30, 1997

June 30, 1998
June 30, 1999
June 30, 2000
June 30, 2001
June 30, 2002*

*Asset val uation nethod was changed to reflect the anmount of
current year equally over the current year and the follow ng four years.

Act uari al

Val ue of Assets

Actuari al Accrued
Liability (AAL)
- Targeted Rate

(a) (b)
168, 479, 973 1, 153, 952, 891
210, 105, 184 1, 242, 183, 993
283, 704, 887 1, 273, 364, 800
399, 560, 252 1, 457, 475, 358
449, 630, 605 1, 769, 583, 098
521, 250, 455 1, 907, 683, 881
42,684, 374 120, 511, 351
54, 606, 786 137, 394, 162
74,579, 649 149, 158, 586
102, 212, 237 175, 167, 613
119, 372, 742 214, 450, 822
135, 874, 582 236, 819, 050
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Unf unded
AAL
(UAAL)

(b-a)

985, 472,918
1,032, 078, 809
989, 659, 913
1,057, 915, 106
1,319, 952, 493
1, 386, 433, 426

77,826,977
82,787,376
74,578, 937
72,955, 376
95, 078, 080
100, 944, 468

i nvest ment gain/loss for the



KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF FUNDI NG PROGRESS

For The Year Ended June 30, 2002

UAAL as a

% of Covered
Funded Rati o Covered Payrol | Payr ol

(a/b) (c) _((b-a)/c)
0. 146 1,234,798, 738 0. 798
0. 169 1, 321, 004, 266 0.781
0. 223 1, 330, 766, 100 0.743
0.274 1, 409, 504, 668 0.751
0. 254 1, 505, 299, 220 0. 877
0. 273 1, 595, 809, 458 0. 869
0. 354 87, 757,075 0. 887
0. 397 93, 130, 996 0. 889
0. 500 103, 464, 123 0.721
0. 584 115, 639, 439 0.631
0. 557 122, 857, 992 0.774
0.574 125, 275, 925 0. 806
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KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND

CERS
Non- Hazar dous

June 30, 1997

June 30, 1998

June 30, 1999

June 30, 2000

June 30, 2001

June 30, 2002*
CERS

Hazar dous
June 30, 1997

June 30, 1998
June 30, 1999
June 30, 2000
June 30, 2001
June 30, 2002*

*Asset val uation nethod was changed to reflect the anmount of
current year equally over the current year and the follow ng four years.

Act uari al

Val ue of Assets

Actuari al Accrued
Liability (AAL)
- Targeted Rate

(a) (b)
134, 688, 096 1, 091, 055, 849
168, 531, 296 1, 213, 339, 747
231,937, 169 1, 282, 874, 286
319, 642, 694 1, 466, 716, 928
371, 758, 628 1, 793, 710, 768
450, 497, 307 1,977,577,038
69, 832, 681 450, 304, 608
87, 055, 079 493, 286, 363
114,590, 223 518, 280, 115
168, 657, 912 599, 936, 029
197, 875, 249 721, 605, 292
234,683, 878 781, 184, 974
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Unf unded
AAL
(UAAL)

(b-a)

956, 367, 753
1, 044, 808, 451
1, 050, 937, 117
1,147,074, 234
1,421, 952, 140
1,527,079, 731

380, 471, 927
406, 231, 284
403, 689, 892
431, 278, 117
523, 730, 043
546, 501, 096

i nvest ment gain/loss for the



KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF FUNDI NG PROGRESS

For The Year Ended June 30, 2002

UAAL as a
% of Covered
Funded Rati o Covered Payrol | Payr ol

(a/b) (c) _((b-a)/c)
0.123 1,297, 116, 204 0. 737
0. 139 1,437,594, 574 0. 727
0. 180 1, 346, 601, 939 0. 780
0. 218 1,452, 058, 248 0. 780
0. 207 1,544,973, 296 0.920
0. 228 1, 663, 183, 629 0.918
0. 155 225, 094, 837 1. 690
0.176 236, 180, 023 1.720
0.221 256, 201, 726 1.576
0. 281 288, 575, 870 1. 500
0.274 316, 700, 304 1.654
0. 301 345, 849, 279 1.580
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KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF FUNDI NG PROGRESS

For The Year Ended June 30, 2002

KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND

Actuaria
Accrued
Liability UAAL as a
Act uari al ( AAL) Unf unded % of
Val ue of Tar get ed AAL Funded Covered Covered
Asset s Rat e (UAAL) Rati o Payr ol | Payr ol
SPRS (a) (b) (b-a) (alb) (c) ((b-a)/c)
June 30, 1997 33, 876, 483 117, 361, 754 83,485,271 0.289 41, 586, 211 2.008
June 30, 1998 41, 410, 500 124,501, 076 83,090,576 0.333 38,727, 361 2.146
June 30, 1999 53, 929, 859 125, 797, 150 71,867,291 0.429 40, 433, 405 1.777
June 30, 2000 71,711,712 138, 867, 085 67, 155,373 0.516 43, 619, 383 1. 540
June 30, 2001 79, 863, 577 158, 261, 479 78,397,902 0.505 44,646, 678 1.756
June 30, 2002* 86, 867, 391 165, 445, 412 78,578,021 0.525 44, 314, 696 1.773

*Asset val uation nethod was changed to reflect the anmount of
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i nvest ment gain/loss for the
current year equally over the current year and the follow ng four years.



Year

Ended

KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF EMPLOYER CONTRI BUTI ONS
For The Year Ended June 30, 2002

KENTUCKY EMPLOYEES RETI REMENT SYSTEM
EMPLOYER CONTRI BUTI ONS

June
June
June
June
June

June

Year

30,
30,
30,
30,
30,
30,

1997
1998
1999
2000
2001
2002

Ended

June
June
June
June
June

June

30,
30,
30,
30,
30,
30,

1997
1998
1999
2000
2001
2002

NON- HAZARDQOUS

Annua
Requi r ed Act ual Per cent age
Contri buti ons Cont ri butions Cont ri but ed
109, 773, 608 102, 967, 907 0.935
117, 437, 279 112, 082, 480 0. 954
106, 860, 518 107,514,778 1. 006
113, 183, 225 115, 055, 476 1.017
88, 662, 124 90, 356, 951 1.019
93,993, 177 95, 672, 345 1.018
HAZARDOUS
Annua
Requi r ed Act ual Per cent age
Contri butions Cont ri buti ons Cont ri but ed
15, 682, 189 15, 151, 328 0. 966
16, 642, 509 15, 997, 189 0.961
19, 306, 405 19, 443, 818 1.007
21, 578, 319 21, 633, 272 1.003
23, 146, 446 23, 852,961 1.031
23, 601, 984 23, 821, 216 1.009
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Year

Ended

KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF EMPLOYER CONTRI BUTI ONS
For The Year Ended June 30, 2002

COUNTY EMPLOYEES RETI REMENT SYSTEM
EMPLOYER CONTRI BUTI ONS

June
June
June
June
June

June

Year

30,
30,
30,
30,
30,
30,

1997
1998
1999
2000
2001
2002

Ended

June
June
June
June
June

June

30,
30,
30,
30,
30,
30,

1997
1998
1999
2000
2001
2002

NON- HAZARDOUS

Annua
Requi r ed Act ual Per cent age
Contributions Cont ri butions Cont ri but ed
112, 200, 552 105, 773, 743 0.942
124, 351, 931 107, 490, 256 0. 864
109, 074, 757 110, 591, 016 1.014
105, 709, 840 106, 587, 217 1. 008
97, 951, 307 111, 206, 820 1.135
105, 445, 842 107, 678, 891 1.021
HAZARDOUS
Annua
Requi r ed Act ual Per cent age
Contributions Cont ri butions Cont ri but ed
42,070, 225 39, 552, 085 0. 938
44,142, 046 42,297, 090 0. 958
46, 526, 233 48, 290, 617 1.037
50, 645, 065 51, 739, 272 1. 022
51, 558, 809 53, 132, 792 1.031
56, 304, 262 56, 785, 282 1. 009
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Year

Ended

June
June
June
June
June

June

30,
30,
30,
30,
30,
30,

1997
1998
1999
2000
2001
2002

KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF EMPLOYER CONTRI BUTI ONS
For The Year Ended June 30, 2002

STATE POLI CE RETI REMENT SYSTEM
EMPLOYER CONTRI BUTI ONS

Annua

Requi r ed Act ual Per cent age
Contributions Contributions Cont ri but ed

11, 053, 615 9, 627, 692 0.871

10, 293, 733 9,573,742 0. 930

9, 465, 460 9,463, 188 0. 999

10, 211, 298 10, 215, 824 1. 000

9, 634, 753 9, 628, 912 0. 999

9,563,111 9, 562, 256 0. 999
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KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF EMPLOYER CONTRI BUTI ONS
For The Year Ended June 30, 2002

KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND
EMPLOYER CONTRI BUTI ONS

KERS
NON- HAZARDOUS

Annua
Requi r ed Act ual Per cent age
Year Ended Contri buti ons Contri butions Contri but ed

June 30, 1997 38, 896, 160 37,709, 736 0.970
June 30, 1998 54,029, 074 39, 503, 545 0.731
June 30, 1999 56, 690, 636 56, 769, 539 1.001
June 30, 2000 76,818, 004 76, 926, 320 1.001
June 30, 2001 66, 874, 871 66, 874, 871 1. 000
June 30, 2002 93,993, 177 93,912, 017 0. 999

KERS

HAZ ARDOUS
Annua
Requi r ed Act ual Per cent age
Year Ended Contri buti ons Contri butions Contri but ed

June 30, 1997 6, 546, 678 6, 278, 931 0. 960
June 30, 1998 9, 341, 039 6, 632, 037 0.710
June 30, 1999 10, 760, 269 10, 773, 916 1.001
June 30, 2000 12, 026, 502 12, 047, 095 1.002
June 30, 2001 13, 226, 298 13, 226, 298 1. 000
June 30, 2002 15, 859, 932 15, 887, 399 1.002
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Year Ended

KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF EMPLOYER CONTRI BUTI ONS
For The Year Ended June 30, 2002

June 30,
June 30,
June 30,
June 30,
June 30,
June 30,

1997
1998
1999
2000
2001
2002

Year Ended

June 30,
June 30,
June 30,
June 30,

1997
1998
1999
2000

June30, 2001

June 30,

2002

KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND

EMPLOYER CONTRI BUTI ONS

CERS
NON- HAZARDOUS

Annua
Requi r ed Act ual Per cent age
Contri butions Cont ri buti ons Cont ri but ed
30, 611, 942 27,504, 331 0. 898
48, 303, 178 29, 271,074 0. 606
47, 939, 029 47,901, 837 0. 999
55, 033, 008 55, 213, 973 1.003
62, 292, 385 62, 292, 385 1. 000
102, 119, 475 102, 150, 543 1. 000
CERS
HAZARDOUS
Annua
Requi r ed Act ual Per cent age
Cont ri butions Cont ri buti ons Cont ri but ed

14, 248, 503 13, 305, 317 0.934
20, 783, 842 14, 275, 040 0. 687
23, 647, 419 23, 382, 957 0.989
27,991, 859 28, 345, 377 1.013
32,149, 432 32,149, 432 1. 000
45,721, 274 45, 730, 333 1. 000
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KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF EMPLOYER CONTRI BUTI ONS
For The Year Ended June 30, 2002

KENTUCKY RETI REMENT SYSTEMS | NSURANCE FUND
EMPLOYER CONTRI BUTI ONS

SPRS
HAZARDOUS
Annua
Requi r ed Act ual Per cent age
Year Ended Contri buti ons Contri butions Contri but ed

June 30, 1997 5, 909, 401 5,125, 678 0. 867
June 30, 1998 6, 808, 270 5,120, 037 0. 752
June 30, 1999 7,237,579 7,251, 787 1.002
June 30, 2000 7,807,870 7,817,613 1.001
June 30, 2001 8, 098, 907 8,113, 391 1.002
June 30, 2002 9,563,111 9,579, 899 1.001
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KENTUCKY RETI REMENT SYSTEMS
NOTES TO REQUI RED SUPPLEMENTARY | NFORMATI ON

For The Year

Ended June 30, 2002

The informati on presented in the required supplenentary schedul es was deterni ned as part of

the actuarial valuations at the dates indicated.

actuarial valuation foll ows.

Val uati on Date
Actuari al Cost Method
Anprtizati on Met hod

Anprtization Period - Each
Benefit | nmprovenent

Asset Val uati on Method -

Postretirement Benefit |ncrease

Actuarial Assunptions:
I nvest ment Return
Projected Sal ary |ncreases

Inflation Rate

Val uati on Date
Actuarial Cost Method

Asset Val uati on Method -
Started with 1996 Val uation

Actuarial Assunptions:
I nvest ment Return
Projected Sal ary | ncreases

Inflation Rate

PENSI ON FUNDS

Non- Hazar dous

June 30, 2002
Entry Age Nor mal
Level Percent C osed

30 years - Commenci ng
wi th 1990 Val uation

Fi ve-year Average of
Mar ket to Book Val ue

1.6%

8.25%
6. 50%
3. 50%

POST- EMPLOYMENT HEALTHCARE

Non- Hazar dous

June 30, 2002
Targeted Rate

Fi ve-year Average of
Mar ket to Book Val ue

8. 25%
6. 50%
3. 50%

50

Additional information as of the | atest

Hazar dous

June 30, 2002

Entry Age Nor nal
Level Percent C osed

30 years - Commenci ng
with 1990 Val uation

Fi ve-year Average of
Mar ket to Book Val ue

1.6%

8.25%
6. 50%
3.50%

Hazar dous
June 30, 2002
Targeted Rate

Fi ve-year Average of
Mar ket to Book Val ue

8. 25%
6. 50%
3. 50%



Per sonal Servi ces:

KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF ADM NI STRATI VE EXPENSES
For the Year Ended June 30, 2002

SUPPORTI NG SCHEDULE #1

Sal aries and Per Diem $7, 596, 287
Fringe Benefits 1,574, 458
Tui ti on Assi stance 35, 533
Tot al Personal Services $ 9, 206, 278
Contractual Services:
Act uari al 36, 150
Audi t 27,500
Legal 245, 907
Medi cal 139, 172
Cont r act ual 62,071
M scel | aneous 286, 106
Total Contractual Services 796, 906
Conmmuni cati on:
Printing 143,111
Tel ephone 120, 965
Post age 684, 694
Tr avel 135,182
Tot al Conmuni cati on 1, 083, 952
Rent al s:
O fice Space 512, 298
Equi pnent 43, 071
Total Rentals 555, 369
M scel | aneous:
Uilities 66, 159
Suppl i es 177, 384
| nsur ance 36, 032
Mai nt enance 449, 578
O her 45, 844
Total M scel | aneous 774, 997
Capital Qutlay:
Equi pnent Purchases 75,974
Total Capital Qutlay 75,974
Year End Accrual s:
I nvest nent managenment 451, 025
Si ck Leave Expense 105, 930
Year End Accounts payabl e 379, 089
Total Year End Accrual s 936, 044
TOTAL ADM NI STRATI VE EXPENSES $13, 429, 520
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SUPPORTI NG SCHEDULE #2

Retirement Funds
Security Lendi ng Fees:

Br oker Rebat es

Lendi ng Agent Fees

Cust odi al Fee

Total Security Lending

Contractual Services:

I nvest ment Managenent

Security Custody

I nvest ment Consul t ant

Total Contractual Services

I nsurance Funds
Security Lendi ng Fees:
Br oker Rebates
Lendi ng Agent Fees
Total Security Lending

I nvest nent Managenent

TOTAL | NVESTMENT EXPENSES

Information on fees paid to investnent

section of the Conprehensive Annua

Fi nanci al
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Report.

KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLEMENTAL | NFORMATI ON

SCHEDULE OF | NVESTMENT EXPENSES

For the Year

$47, 020, 886
2, 965, 049

18, 750

7,154, 941
440, 680
130, 000

3, 325, 556
185, 598

Ended June 30, 2002

$ 50, 004, 685

7,725,621

3,511, 154
(451, 025)

$ 60, 790, 435

prof essional s can be found in the investnent



KENTUCKY RETI REMENT SYSTEMS

REQUI RED SUPPLENMENTARY | NFORVATI ON
SCHEDULE OF PAYMENT TO CONSULTANTS
For the Year Ended June 30, 2002

SUPPORTI NG SCHEDULE #3

Actuarial Services $ 36, 150
Medi cal Revi ew Servi ces 139, 172
Audit Services 27,500
Legal Counsel 245, 907

TOTAL $448, 729
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CONSULTANT

REPCORT ON COWVPLI ANCE AND ON | NTERNAL CONTROL OVER FI NANCI AL
REPORTI NG BASED ON AN AUDI T OF FI NANCI AL STATEMENTS PERFORVMED
I N ACCORDANCE W TH GOVERNVENT AUDI TI NG STANDARDS

Board of Trustees
Kentucky Retirenent Systemns
Frankfort, Kentucky

We have audited the general purpose financial statenents of Kentucky Retirenent
Systens, a conmponent unit of the Commonweal th of Kentucky, as of and for the year
ended June 30, 2002, and have issued our report thereon dated Cctober 31, 2002
We conducted our audit in accordance wi th auditing standards generally accepted
inthe United States of Anerica and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Conptroller General of
the United States.

Conpl i ance

As part of obtaining reasonable assurance about whether Kentucky Retirenment

Syst ems= general purpose financial statenents are free of material m sstatenent,
we performed tests of its conpliance with certain provisions of |[aws,
regul ati ons, contracts and grants, nonconpliance with which could have a direct
and material effect on the determination of financial statenment anounts.
However, providing an opinion on conpliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of nonconpliance that are required
to be reported under Governnent Auditing Standards.

Internal Control Over Financial Reporting

In planning and perform ng our audit, we considered Kentucky Retirement Systens=
internal control over financial reporting in order to determ ne our auditing
procedures for the purpose of expressing our opinion on the general-purpose
financial statenents and not to provide assurance on the internal control over
financial reporting. Qur consideration of the internal control over financia

reporting would not necessarily disclose all nmatters in the internal control over
financial reporting that might be material weaknesses. A material weakness is
a condition in which the design or operation of one or nore of the interna

control components does not reduce to a relatively low level the risk that
nm sstatements in ampunts that would be material in relation to the genera

pur pose financial statenents being audited may occur and not be detected within
atinely period by enployees in the normal course of perform ng their assigned
functions. W noted no matters involving internal control over financial

reporting and its operation that we consider to be material weaknesses.

This report is intended for the infornmation of the audit comittee, managemnent,
and federal awardi ng agencies and pass-through entities. However, this report
is a mtter of public record and its distribution is not |imted.

Lhaly 7 Fhetcleld £5.

Cct ober 31, 2002
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